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ITEM 


eChange* %Change 
INCOME, PRODUCTION, EMPLOYMENT 1979 1979/78 1978/77 


GNP at current prices 26,219 15.2 
GNP at constant prices (1970) 11,469 : 6.0 
Per Capita GNP, current prices (US$) 986 11.9 
Commodity Production (Millions of units) 
Coffee (60 kilo bags) (Coffee Year) 11,300 2a 
Crude Oil (barrels) 34,368 
Cement (metric tons) 3,230 16.9 
Steel (metric tons) 164 


Indices (1970 = 100) 
Production 
Employment 
Avg. Labor Productivity 
Avg. Real Industrial Wage 
Unemployment Rate 4 cities 
Unemployment Rate 7 cities 


MONEY & PRICES (Millions Pesos) 


Money Supply 157,317 Nov. 134,880.0 

Public Debt Outstanding (US$ Millions) 3,378.6 3,377.4P 
External Debt (inc Govt Guarant'd) 2,971.4 Mar. 2,873.0 

Interest Rate, Central Bank 18.08% 16.0% 

Interest Rate, Commercial Bank 24-30% 18-28% 

Six Mos. Tax Deferral Bond (PAS) (Avg) 31.6% June 32.0% -3.0 -1.2 

Price Indices: (1970 = 100) 
Worker Consumer 127.8 Nov.*** 469.2 27.8*** 17.8 
Wholesale 712.0 Sept. 573.2 24.2 2.5 
Dollar Exchange Rate 43.38 Nov. 41.0 See 8.0 


BALANCE OF PAYMENTS AND TRADE 


Gross Reserves 3,826.0 Nov. 2,565.2 36.3 
Balance of Trade -659.2 -507.4 - 


Exports, Registration**~* 2,326.1 Aug. 2,941.7 27.2 
oe 


Coffee 1,330.2 2,026.8 34.0 
Exports to U.S. 604.5 * 788.7 23.2 
Import Registrations’ 2,928.1 3,412.8 28.0 
Imports from U.S. 1,210.9 1,230.8 36.2 
U.S. Share 41.4% 36.1% - 
Other Main Suppliers 
Brazil 230.5 222.2 260.1 
Japan 203.0 295.0 ’ 26.8 
West Germany 195.9 263.9 ° 17.6 
France 78.1 105.1 . -36.9 


Spain 75.8 22353: e 52.0 


Main Imports from U.S. in 1978: Cereal US$94.4; Mineral fuels US$57.2; Iron & 
Steel US$192.9; Vehicles US$101.7; Electrical machinery US$284.3; Organic 
chemicals US$170.6. 

‘E=Estimate P=Prelimir-— 

*Same period previ-~ — year ** Adjusted figures 

***Not compar-' _ with previous indexes “Actual import-exports represent about 


90% of Registrations 





SUMMARY : 


The pace of economic activity in 1979 slowed down from the record 
8 percent real GDP growth rate achieved in 1978 to about 6-7 per- 
cent; still impressive. The outlook for 1980 is for some further 
decline, probably to around a 5 percent rate. The agricultural 
sector, excluding coffee, and the commerce sector, should pace 
the advance, while growth rates in the industrial and construc- 
tion sectors might lag behind. The economic policies of 
President Julio Cesar Turbay during his sixteen months in office 
have been dominated by the continued implementation of a rigorous 
monetary policy as emphasis has been on curbing inflation. For 
the first eleven months of 1979, inflation was 27.8 percent, sub- 
Stantially above the rate for 1978. Government spending on major 
development projects has lagged somewhat behind plans. Continued 
high world coffee prices and large inflows of foreign exchange 
through the service account (mainly from contraband drug exports) 
raised foreign exchange reserves to a record level of over $3.8 
billion by mid-November 1979. The U.S. is Colombia's principal 
trading partner, and with registered imports growing at over a 37 
percent rate in 1979, the prospects for increased sales of U.S. 
goods and services to Colombia are excellent. 


CURRENT ECONOMIC SITUATION AND TRENDS OUTPUT AND GROWTH: 


The dynamic growth pattern which has characterized the Colombian 
economy during the last two years maytrail off in 1980, to a still 
reputable rate of real growth of around 5 percent. Real GDP growth 
in 1978 is estimated at 8 percent, with about a 6 to 7 percent 
growth rate for 1979. With only scanty official statistics avail- 
able for 1979, it appears the economic advance was led by the 
industrial and commerce sectors with agriculture right behind. In- 
dustrial sector growth was mainly attributable to the increased 
utilization of plant capacity, which has approached maximum levels 
in certain subsectors. The advance in the commerce sector stemmed 
from the real increase in workers' incomes that resulted from the 
average wage increases of over 30 percent during the year. A 
seven percent rise in coffee production during the 1978/79 coffee 
year (October 1 to September 30) and a strong year for cotton pro- 
duction were the key factors behind the increase in agricultural 
production. The one sector of the economy which was somewhat de- 
pressed in 1979 was construction, but this came on the heels of a 
tremendous boom in construction activity in 1978. For 1980, 
industrial growth may slacken primarily because of the limited 
amount of investment in new or replacement plants or facilities. 
In addition, despite the prospects of a good year in general for 
agricultural production--namely cotton, sugar and rice--overall 
growth in this sector might be off in 1980 because of an antici- 
pated slight decline in coffee production. Job generation con- 
tinued strong in 1979, and there was apparently little change in 
the employment picture during the year. Late in December an in- 
crease in the minimum wage of over 30 percent was decreed, effec- 
tive January 1, 1980, for urban and rural workers. 





INFLATION AND STABILIZATION: 


Since 1975, the Government's top economic priority has been 
control of domestic inflation. Nevertheless, a 27.8 percent 
inflation rate for the first eleven months of 1979 pointed to 
about a 30 percent rate for the year. In 1978 the official rate 
was 17.8 percent, but rates for 1979 and 1978 are not strictly 
comparable because of market basket changes. As has been the 
case since 1975, in 1979 money supply growth, around 30 percent, 
was a prime factor behind inflation. Other major contributory 
factors in 1979 were the large wage settlements made throughout 
the year and OPEC boosts in the price of crude oil. 


The Government has had only limited control over the money supply 
in recent years, with money supply swdlen by income from burgeon- 
ing coffee exports (mainly legal but some contraband) and contra- 
band exports of cocaine and marijuana since 1974. Since December 
1974, Colombia's foreign exchange reserves have increased ~~ over 
eight-fold, to $3.8 billion by mid-November 1979. A conservative 
estimate places the impact on the basic money supply of drug- 
related income at a minimum of $600 million a year, an amount 
equal to over 16 percent of M)- 


With credit tight because of the restrictive monetary policy, the 
Government has had little success with its efforts aimed at di- 
recting credit to priority agricultural and industrial projects. 
Concurrently, during its first 16 months in office, the Turbay 
Administration moved cautiously in implementing its investment 
program, also a factor in the Government's fight against infla- 
tion. Nevertheless, the question of moving forward on major 
infrastructure projects is becoming increasingly topical, since 
business expansion plans depend importantly upon progress with 
public sector investment. 


THE TURBAY ADMINISTRATION'S DEVELOPMENT PRIORITIES: 


Despite the Turbay Administration's cautious approach toward 
implementing public investment projects , it has moved ahead 
aggressively to assure external financing for its development 
program. At the July 1979 Paris meeting of the Consultative 

Group for Colombia, the Administration outlined its development 
priorities for the 1979-1982 period. The project list, which 
calls for foreign financing of $5.9 billion ($14 billion including 
local costs), places emphasis on hydroelectric power, transporta- 
tion, water supply and communications, which together account for 
67.3 pexcent of the total. Of the remainder, about half is allo- 
cated to industry and the other half to projects in education, 
nutrition, agriculture and urban development. The Government's 
development strategy is one of integrating regional growth centers 
into a national market by providing expanded and improved trans- 
portation and communications facilities together with greater 
incentives for non-coffee exports. Solving Colombia's energy 
problem--domestic petroleum production continues to decline as 

the import share of total petroleum consumption increases--is a 
top priority. 
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FOREIGN TRADE AND THE BALANCE OF PAYMENTS: 


Prior to the coffee "bonanza" (which began in the mid-1970's) 

and income from the drug trade (which mainly shows up in the 
service accounts), Colombia traditionally experienced balance 

of payment problems, but with reserves equal to more than a 
year's import bill, this is certainly not the case today. Coffee 
remains Colombia's principal foreign exchange earner. In recent 
years, the National Coffee Federation, backed by the Government, 
has made a major and successful effort to boost the volume of 
coffee exports. The results have been notable: from a 1969-77 
average of 6.6 million 60 kilo bags a year, coffee exports rose 
to 9.0 million bags in 1978 and in 1979 the total will be around 
11 million bags, about 70 percent of total export registrations. 
With foreign exchange reserves at high levels, the Government's 
policy has been to allow imports to grow at about average rates, 
thereby to ease inflationary pressures. Import registrations 
were up by 37.1 percent during the first eight months of 1979 
over the same period of 1978. For 1980, the Minister of Economic 
Development predicted imports would grow by only 10 percent over 
1979. 


Colombia has been a major recipient of World Bank and IDB funds 

in recent years, with new loan commitments of around $500 million 
concluded in 1978. The level of new loans signed with these two 
banks continued high in 1979, with loans for $283 million signed 


the first semester. In addition, in 1979 for the first time in 
many years, the Government had recourse to private international 
financial markets. In April, it concluded a $600 million con- 
sortium loan, headed by Chemical Bank of New York. The terms 
accorded Colombia were exceptional: 10 year payback; 4 year grace 
period; interest rate of 5/8 of 1 percent over LIBOR for the first 
four years and 3/4 percent over LIBOR per annum for the remaining 
six years. In November, the Government expressed interest in 2 
new package of $350 million dollars; however, at year's end it had 
not been concluded. The substantial surplus that Colombia achieved 
in its balance of payments in 1979 will, barring another Brazilian 
coffee frost, not be repeated in 1980. Instead, the outlook is 
for near equilibrium in the balance of payments as the petroleum 
import bill will again increase, and the value of coffee exports 
could decline somewhat. Although Colombia has no balance of pay- 
ments problems, it does have a problem in coping with its riches. 
It wants to develop export markets for its manufactured and pro- 
cessed goods, but these are becoming increasingly less competitive 
in world markets because of the high rate of domestic inflation 
and the slow pace of peso devaluation. 


IMPLICATIONS FOR THE UNITED STATES 
Trade 
During the first eight months of 1979, Colombia's foreign trade 


increased by 3l percent. The U.S. share of Colombian imports rose 
to 41.4 percent compared to 34.5 percent for the same period of 
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1978, while the U.S. share of Colombian exports rose to 26 percent 
compared to 24.5 percent for the same 1978 period. 


Best prospects for increased U.S. sales to Colombia are: 


1. Electrical Energy Systems: The Government's top development 
priority is electrification; mid-1979 hydro-power capacity of 

4,200 MW is exprected to reach 11,000 MW by 1985, generating 

large equipment imports. The Colombian Government recently 
announced investments in this sector during the next decade of 
approximately US $5.5 billion. Best opportunities are turbines 
over 60 MW, distribution transformers up to 500 KVA, power trans- 
formers over 1,000 KVA and more than 35,000 volts, and other 
equipment, such as generators, dynamos, industrial circuit breakers 
and allied apparatus. 


2. Telecommunications Equipment: The telecommunications sector 
has been acorded second priority within the Government's develop- 
ment program, and $1.3 billion are scheduled to be spent over the 
next four years on such projects as satellite communications, 
color television transmission, expansion of many local telephone 
systems, and a variety of national telecommunications projects. 


3. Equipment: and Engineering Services for the Mining and 
Petroleum Sectors: Oil exploration and drilling, pipeline con- 
struction, and developmental costs of existing and new fields as 
well as exploitation of large coal and nickel deposits may lead 
to $2 billion in expenditures by 1985. Specific possibilities 
include large earth moving and processing equipment, specialized 
bits, drills, reamers and assorted safety devices. 


4. Metal-working Machinery and Equipment: The likelihood of 
increased steel production facilities and diversification in the 
automotive and related supply industries, will lead the advance 
in this, the second most important industrial sector of the 
Colombian economy. The best sales prospects in this sector are 
rolling mill and continuous casting equipment, presses, pneumatic 
tools and welding equipment. 


BIDDING ON GOVERNMENT PROJECTS: 


The Colombian Government requires that foreign companies be 
represented by a local agent in order to bid on public projects. 
As bids normally must be presented within 30 to 60 days from the 
opening of the tender, or even shorter periods for agricultural 


commodity tenders, ogee aren of an agent during the preliminary 
phases of the project is essential. 


The Embassy stresses that accuracy, completeness, and timeliness 
are all important when presenting bids to Colombian Government 
official agencies. Officials review bids very closely, and several 
recent US, bids have been invalidated because of technical errors, 
some of which have seemed to be very minor. Department of 
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Commerce Document OBR-79-12, Marketing in Colombia, gives details 
on bidding procedures. The Embassy and Consulates in Barranquilla, 
Cali, and Medellin have an active program in informing and then 
assisting US bidders on major projects in Colombia. The program 
includes a file giving details on each major project. 


Investment 


Colombia, as a member of the Andean Pact, does not actively seek 
foreign investment in most sectors of the economy, especially in 
trade and finance; nevertheless, potential investors in mining, 
petroleum, and export industries will find a favorable investment 
climate. One of the most favorable areas for U.S. investment 

is mining. Exxon is nearing completion of a feasibility study 
for the exploitation of rich and extensive thermal coal deposits 
in the Department of the Guajira, while Hanna Mining Company is 
a junior partner with Billington Overseas Ltd. (a Royal Dutch 
Shell subsidiary) and the Colombian Government in an association 
agreement which will begin exploiting a major nickel deposit in 
Cerro Matoso. 


*% U. S, GOVERNMENT PRINTING OFFICE: 1980—311-056/233 
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